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This study focused on addressing the Role of Microfinance Institutions on growth of SMEs, Mbeya city was used as a case study. The study had three specific objectives which were; to identify services offered by ECLOF that lead to growth of clients enterprises; to examine the relationship between microfinance services offered by ECLOF and growth of SMEs and; to assess the challenges facing SMEs in accessing ECLOF financial services. A sample of 56 respondents from Mbeya city was covered. SME growth was a dependent variable while microfinance services of loan, training and savings were set as independent variables. Multiple linear regression model and descriptive statistics were used in this study whereby simple percentage, graphs and charts were applied in data presentation and analysis. The study found microfinance services have great impact on growth of SMEs. However the well appreciated service was loan which was supported by 93% of respondents to have resulted to profit increase, followed by training which was accepted by 42% of respondents and lastly only 12% voted for savings. The study recommended that the process of applying and accessing loans is tedious and bureaucratic; therefore microfinance institutions should ensure they design a friendly policy by discouraging bureaucracy.  It was further revealed that the saving product of microfinance institution is not well known to members as about 30.1% were not aware of the product. It was recommended more emphasis should be put on appropriate training and seminars as they were found to be essential services for growth though not well provided.
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1.1	Background of the Study
Particularly in developing countries, access to finance to start or expand businesses has been a very big challenge. Makorere (2014) points that microfinance is an important source for business growth. There are a number of microfinance mushroomed in Tanzania since the onset of economic reforms in mid 1980 aimed to support SMEs development, extending credit to MSEs, filling the gap left by commercial banks. Principally in Tanzania such micro finance institutions range from non-governmental organizations, a few commercial banks and non-banking financial institutions, community banks, cooperative banks and microfinance banks. 

For the majority of Tanzanians, whose incomes are very low, access to financial services offers the possibility of managing scarce household and enterprise resources more efficiently, protection against risks, provision for the future, and taking advantage of investment opportunities for economic returns (URT, 2009). Tanzanian’s financial sector is undergoing reforms which are aimed at improving the efficiency and effectiveness of the country’s financial system. However, the current banking and financial sector environment has not yet generated the institutional capacity for meeting the financing needs of the informal sector and SME’s. It has virtually ignored the productive economic activities of these, because the conditions of the financial system are too stringent to accommodate their needs. The informal financial institutions have tried to meet the financial needs of those not served by the formal financial system. Such institutions are perceived to be playing a vital investment- financing role (Kamwamu, 2012).

According to Lafourcade, et al (2005) African MFIs are among the most productive globally, as measured by the number of borrowers and savers per staff member. MFIs in Africa also demonstrate higher levels of portfolio quality, with an average portfolio at risk over 30 days of only 4.0 percent. This shows how microfinance institutions are of great importance to developing countries, in particularly Tanzania. The concept of microfinance has been gaining attention in Tanzania for the last two decades. According to (MF Transparency, 2011) the microfinance industry in Tanzania is relatively young and limited in scale. The World Bank estimates that less than 20% of Tanzania’s working population – approximately 13 million people – has 
access to mainstream banking services. In an attempt to address this, many banks have recently begun targeting the poor by extending collateral-free and low interest microcredit and loans. 

Due to lack of skills and experience within the market these efforts are not widespread and mostly favor borrowers in urban areas, leaving the rural areas largely underserved. Of the estimated 800 institutions providing financial services to low-income borrowers in Tanzania, most are reluctant to move into rural areas due to the poor national infrastructure, perceptions of high risk and due to the higher expense of operating costs (MF Transparency, 2011). SMEs all over the world are known to play a major role in social economy development. This is apparently the case of Tanzania, where SMEs contribute significantly to employment creation, income generation and stimulation of growth in both urban and rural areas (URT, 2003).  
Also Rotich et al. (2015) when researching on Effect of Microfinance Service on the performance of SMEs in Kenya stipulated that, SMEs sector is very strategic in providing future employment for the economy. Despite their importance to the economy, majority of these enterprises get difficulties in accessing loans to extend or stand their businesses. This fact has been supported by the study of Olowe et al. (2013) which showed high interest rate, collateral security and frequency of loan repayment to be factors that cripple the expansion of SMEs in Nigeria. 

Microfinance is now recognized worldwide for its important role in empowering the poor economically. The Government of Tanzania has made a step forward in not only recognizing this fact but also viewing microfinance as an ally in addressing poverty in the country. This is evidenced by the formulation of the National Microfinance Policy to guide the development of the industry including the establishment of its legal, regulatory and supervisory framework. The National Microfinance Policy (NMP), which was officially launched in year 2001, is very clear on how the industry should develop. It articulates a clear vision and strategy for all the stakeholders – including the government and its principal agencies and the service providers. It covers the provision of financial services to small and micro enterprises in rural areas as well as in urban sector that are engaged in all types of legal economic activities. 

1.2	Statement of the Research Problem
 Although the government and many other agencies have been putting a lot of emphasis on supporting Microfinance activities to the poor people (Economically active poor) and Small and Medium Enterprises (SME’s) still there is huge disparity between demand and supply of Microfinance Services in Tanzania. While Microfinance Institutions are complaining of lack of clients, potential clients are complaining for not being able to access Microfinance Services. Most of the Micro Finance Institutions and NGO’s have been established to support these SMEs by providing loans with some interest in return. The purpose of providing loans is to see the development in area of business and result well fair being. 





The main objective of the study is to assess the role of microfinance institutions on growth of SMEs by focusing on clients of ECLOF at Mbeya city.

1.3.2	Specific Research Objectives
The specific objectives of the research are;
i.	To identify the services offered by ECLOF that leads to growth of enterprises.
ii.	To examine the relationship between microfinance services offered by ECLOF and growth of SMEs.




To what extent do microfinance institutions lead to growth of SMEs?

1.4.2	Specific Research Questions
i.	Which services are provided by ECLOF that focuses on ensuring growth of clients’ enterprises?
ii.	To what extent do SMEs benefit from financial services offered by ECLOF?
iii.	What challenges do SMEs face in accessing loan from ECLOF?

1.5	Relevance of the Research
Growth of enterprises especially the Small and Medium ones is of crucial importance to the economy particularly in a developing economy like Tanzania. This is because this industry employs a large proportion of the work force of the economy despite facing number of challenges. The problem of unemployment can be better tackled by putting emphasis of this rapidly expanding sector. 

Findings of this study are expected to generate new information and knowledge relating to the impact of micro finance loans to growth and development of clients enterprises. Such information will be of critical importance to stakeholders such as the management of microfinance institutions, clients of these institutions, the government policy makers and academicians. On another hand the micro finance institutions will benefit from reviewing for the purpose of improving their services so as to ensure their clients get maximum benefit from the services issued. 

The policy makers will benefit from this research as they will get information relevant to creation of proper policies by addressing the challenges that will be discovered to be facing both the microfinance institutions and their clients. By developing proper policies it can help most of enterprises to turn into formal sector and be easily creditable and competitive. The government will also benefit as the tax base will expand due to expansion of formal sector.  Clients and potential clients of micro finance institutions will benefit to a great extent from as they will be in a position to understand whether the loans obtained are likely to result to growth of their businesses. From the research academicians may also get knowledge which they hadn’t before and thus give them room of conducting further studies. Finally if the researcher succeeds to complete the research, it will enable him to be awarded a Masters Degree in Business Administration (MBA) offered by the Open University of Tanzania (OUT).

1.6	Scope of the Study
The study will base on the role of micro finance institutions on growth of Small and Medium Enterprises. It will base on beneficiaries of micro finance services in Mbeya city particularly the clients of ECLOF. The researcher is also expecting to involve staffs from ECLOF so as to obtain reliable data.
1.7	Limitation and Delimitation of the Study
The researcher faced some limitations in the course of study. The study was conducted within a short period of time so that the researcher can meet the academic calendar of the Open University of Tanzania. Therefore the researcher covered a reasonable sampled number of respondents to ensure the study was completed on time. Apart from that the researcher faced financial constraints, as the budget of the research was financed by him.  In this sense the researcher decided to curb such difficulties by restricting his study in Mbeya city where he resides. This helped him minimize transport and communication costs. The use of computer also minimized stationeries cost as paper work was low.

1.8	Organization of the Study
This study was organized in five chapters. Chapter one of the study introduced the background of the research topic and states the research problem, including the questions which the researcher answered by the end of the study. The chapter also highlighted the objectives of the research, its significance to stakeholders and the limitations the researcher faced during the course of the study and finally organization of the study.

Chapter two presented the review of literature and different researches that have been conducted that relates to the current research. It stipulated what other researchers discovered in similar studies. The chapter covered conceptual definitions, theoretical literature review, empirical literature review, research gap and conceptual and theoretical framework. Chapter three presented the methodology and procedures to be used for data collection and analysis it therefore outlines the research design, sources of data and method of data analysis. 











This chapter will focus on conceptual definitions, critical review of supporting theories, empirical analysis of relevant studies, research gap, conceptual framework, theoretical framework, statement of hypothesis and summary.

2.2	Conceptual Definitions
This part focuses on defining the key terms of the research topic according to various schools of thoughts. The key terms that will be defined are micro finance and SMEs.

2.2.1	Micro Finance Definition
Micro finance is the provision of financial services to low income clients, including self employed. Financial services generally include savings and credit; however, some microfinance organizations also provide insurance and payment services. Thus the definition of micro finance often includes both financial and social intermediation (Ledgerwood, 1999).

On another hand Microfinance is defined by Otero (1999, p.8) as “the provision of financial services to low income poor and very poor self- employed people. (Jolly, 2001) points out that, financial services issued by micro finance institutions generally include savings and credit; however some microfinance organisations provide insurance and payment services. In the same way (Schreiner, 2001) defines Microfinance ‘as formal schemes designed to improve the well-being of the poor through better access to saving services and loans’.
Sowmyan et al (2011) defines microfinance as the provision that provides access to various financial services such as credit, savings, micro insurance, remittances, leasing to low-income clients including consumers and the self employed, who traditionally lack access to banking and related services.. European Commission defines microcredit as an extension of small loans to entrepreneurs for socio-economic enterprises, for the employees to start their own business, for people working in the informal economy and unemployed or others who do not qualify for contacting a banking credit (EC, 2007b). 

Micro credit is an aspect of Microfinance (Srinivas, 1997) Microfinance focuses on the provision of small loans to help the poor to develop micro enterprises in order to increase their income and their well beings. In this study the term “microfinance will be termed as the collection of banking practices built around providing small loans (typically without collateral) and accepting tiny deposits (Cheston and Kuhn, 2002).

2.2.2	SME Definition
According to the Kenya Micro and Small enterprises bill 2006, as cited in Rotich et al (2015) micro and small enterprises are defined as enterprises in both formal and informal sector, classified in farm and non-farm categories, employing not more than fifty employees and have a turnover not more than four million shillings.  On the other hand UNIDO definition distinguishes between micro, small, and medium enterprises and differs between developed and developing countries. For developing countries, UNIDO defines a micro enterprise as a firm with less than 5 employees, a small enterprises as a firm with 5-19 employees, and medium enterprises as a firm employing 20-99 workers. For developed countries, UNIDO defined a small enterprises as a firm with less than 100 employees, and medium enterprise as a firm employing 100-499 workers. Thus according to UNIDO, SMEs are firms employing less than 100 workers in developing countries or less than 500 workers in developed countries.  

There is no single, uniformly acceptable definition of small firm or enterprise, mainly because of the wide diversity of the business (Storey, 1994); Kayanula and Quartey 2000; O’Neill 2001.Firms differs in their level of capitalization, sales and employment hence a definition that employs measures of size (number of employees, turnover, profitability, net worth etc.). Therefore for the purpose of this study, the definition developed by Tanzania Ministry of Industry and Trade, 2003 will be applied. The definition describes, micro enterprises are those engaging from 1 to 4 people, the majority are family members or those having employing capital amounting up to Tshs. 5.0 million According to the Tanzanian Ministry of Industry and Trade, the majority of micro enterprises fall under the informal sector. Small enterprises are mostly formalized undertakings engaging between 5 and 49 employees or with capital investment from Tshs. 5 million to Tshs. 200 million. Medium enterprises employ between 50 and 99 people or use capital investment from Tshs. 200 million to Tshs. 800 millions.

2.3	Theoretical Literature Review
2.3.1	The Financial Growth Theory
The ‘Financial Growth Theory’ developed by Berger and Udell (1998) and cited by Babajide (2011) focused on SMEs where financial needs and financing options change as the business grows, becomes more experienced and less informational opaque. The researchers suggested that firms lie on a size, age, information continuum where the smaller, younger and more opaque firms lie near the left end of the continuum indicating that they must rely on initial insider finance, trade credit or angel finance. The growth cycle model predicts that as firms grow, it will gain access to venture capital (VC) as a source of intermediate equity and midterm loans as a source of intermediate debt. At the final stage of the growth paradigm, as the firm becomes older, more experienced and more informational transparent, it will likely gain access to public equity (PE) or long term debt.

Table 2.1: Financial Growth Cycle
Very small firms, possibly with no collateral and no track record. ↓ 	Medium –Sized Firms. Some track records. Collateral available, if necessary. ↓ 	Large firms of known risk and track record. ↓ 
Initial Insider Financing↓  	Venture Capital ↓ 	Public Equity ↓
Angel 	Medium - term financial Institutions. 	Long term 
Source: Model adapted from Berger and Udell (1998)

Angel financing is a type of microfinance where an individual or corporate organization raises limited amount of capital for a micro entrepreneur at start up or for expansion with less stringent conditions for repayment. The expected rate of return on investment is usually very low but high enough to offset risk. Therefore financial services for the poor have to be a powerful instrument for poverty reduction that enables them to build assets, increase incomes and reduce their vulnerability to economic stress.  Flexibility on activities, which can be financed by MFI’s, creates an opportunity for development of the informal sector through making credit and other financial services available. Most of the poor work in the informal sector because of its distinct nature of free entry and exit that include skills/ education levels, availability etc. Financial services provided by these MFI’s are believed to stimulate the growth of the sector through promotion of creativity and use of technology by the informal sector operators, which could be acquired through loans/ credits and so scaling up their various business ventures (Babajide, 2011). It is due to this fact the theory was relevant in this study as it shows microfinance services as important aspect in financing SMEs. 

2.3.2	SME Financing Gap Theory
OECD (2006) proposed the ‘SME Financing Gap Theory’ which postulates that the difficulties SMEs experience can stem from several sources. The domestic financial market may contain an incomplete range of financial products and services. The lack of appropriate financing mechanisms could stem from a variety of reasons such as regulatory rigidities or gaps in the legal framework. Moreover due to monitoring difficulties such as principal agent problems (related to the shareholder – manager relationship) and asymmetric information, suppliers of finance may rationally choose to offer an array of financial services that leaves significant numbers of potential borrowers without access to credit. 

Such credit rationing is said to occur if: i) among loan applicants who appear to be identical, some receive credit while others do not; or ii) there are identifiable groups in the population that are unable to obtain credit at any price. Owing to their inherent monitoring problems, SMEs will be at a particularly severe disadvantage relative to larger and more established firms (OECD, 2006). SMEs’ difficulty in obtaining financing will be compounded when the business environment lacks transparency, when the legal system is weak, and when monopolies are present. As well, loan originators may avoid providing financing to certain types of SMEs, in particular, start ups and very young firms that typically lack sufficient collateral, or firms whose activities offer the possibilities of high returns, but at a substantial risk of loss. This theory is found to be relevant in this study as it establishes the challenges facing SMEs in accessing finance. Also the theory welcomes the need for ensuring smooth regulations and operational requirements which have been addressed in this study, for the purpose of ensuring difficulties that SMEs experience are curbed.

According to Madole (2013), credit is a resource that should prudently be invested. It must be skillfully utilized in productive undertaking, which can generate profit for the future needs of the business, consumption of the borrower and loan repayment for sustainability of the scheme. It is through efficient and profitable utilization of credit/ loan that the poor can manage to improve their standard of living and make microfinance an effectiveness tool to fight poverty. Micro-financing have played a significant role in promoting such activities and particularly alleviating poverty that’s why it is being recognized to offer one of the potential capacity of microfinance to help the poor becoming active participants in the development process.

Following the aforementioned brief venture in related literature review, the poor are important and indeed, constitute a large segment of our society. The group greatly needs support especially financial services that are convenient, effective, safe, secure, continued and reliable to start-up or boost their economic activities (Cheston and Kuhn, 2002). Support from micro-credits ranges from credit empowerment to improvement in general life of the micro-entrepreneurs.

As part of his conclusions, Hernando De Sotto (2003) strongly argues that the poor are not the problem, but the solution. They are vibrant and truly creative entrepreneurs. It is thus evident that micro-credit is a widely accepted and recognized means to reaching the majority poor. Moreover, at the most basic level, there is a need to understand and improve the impact of MFI’s as key premise to successful poverty reduction.

Impact evaluation assessment based on practitioner-friendly approaches is believed to provide useful information about clients, their needs and their perceptions. This can assist management of impacts and improvements in products, services, delivery methodologies and the impact on poverty. Conducive policies are prerequisite to be in place for the supportive legal and regulatory environment to address broader micro enterprises concern for the practitioners to smoothly undertake their enterprises.

Therefore, it can be concluded that SME sector has been recognized as a significant sector in employment creation, income generation and poverty alleviation and as a base for industrial development. In recognition for various interventions including policies and programs have been initiated to develop the sector. Nevertheless the sector faces various constraints that hamper its development. This has made it difficult to exploit the existing potentials for acceleration of SME development. Given this situation, the SME development policy will stimulate development of the SME sector through the various strategies assign clear roles to all stakeholders and lay down a level playing field for SME’s to operate effectively and become competitive.

Although the literature review has revealed that, same studies have carried out to find the relationship between the microfinance services on the growth of SME’s in generally, there still have been a lot to be done especially to find the impact of microfinance services on growth of SME’s. At that reasons, we know that most studies have been done at different time and different environment as well as different methodology of collecting data, thus some aspects of microfinance services and SME’s have not been exhausted.

2.4	Empirical Analysis of Relevant Studies
2.4.1	General Studies
However Amin et al (2003) used a unique panel dataset from northern Bangladesh with monthly consumption and income data for 229 households before they received loans. They find that while microcredit is successful in reaching the poor, it is less successful in reaching the vulnerable, especially the group most prone to destitution (the vulnerable poor). This implies the demand for microfinance services remain to be higher compared to the supply of services. Nichols (2004) when investigating on the impact of microfinance upon the lives of the poor in rural China, he conducted field research in a certain central Chinese village. The study found that the program led to several positive impacts on the lives of the borrowers such as increased self-satisfaction and economic security, fastest rise in poorer borrowers’ incomes, increased spending on education and health and fewer incidences of negative social behaviors. 

In Taiwan Small and Medium Enterprise Mutual Guarantee Fund has been established.  In this fund 15-30 SMEs combine their assets to form a mutual assistance circle with the aim of assisting member enterprises obtain bank credit by providing guaranteed assets on a mutual basis.  Members can access bank loans at lower interest rates since credit risk is lowered through cooperation.  Business insurance fees can also be lowered through this process (MOEA, 1999). Taiwan government has encouraged banks to grant loans to SMEs.  The Ministry of Finance has put pressure on banks to increase their ratio of financing to SMEs (MOEA, 1996).  The government has established a publicly-owned bank, the Taiwan Medium and Small Business Bank to lend to SMEs (Hsueh, 1990).

As Maria Otero (1997) observed in her article “Three Golden Rules, Keys to success for micro financiers and their clients” those tiny/ small economic units that are operating at the margin of the modern sector or outside it are the major sources of employment in urban areas throughout developing world. In some cities, more than half of the economically active people are employed in these “microenterprises”. This group provides most job/ employment in many developing countries varying from 40%-90%.

2.4.2	Studies in African Countries
Olowe et al, (2013) researched on the impact of SMEs growth in Nigeria. The researcher used simple random sampling technique to select a total of 82 SME operators. He used Pearson correlation coefficient and multiple regression analysis to analyze the data. The researcher found that financial services obtained from MFBs have positive significant impact on MSEs growth in Nigeria. The results also revealed that duration of loan has positive impact on SMEs growth but not statistically significant. Also it showed that high interest rate, collateral security and frequency of loan repayment can cripple the expansion of SMEs in Nigeria. The paper recommended that MFBs should lighten the condition for borrowing and increase the duration of their customers’ loan and also spread the repayment over a long period of time.

The findings of this study are to a great extent similar to research conducted by Rotich et al, (2015) who used explanatory research design. The study utilized multiple regression analysis set draw inferences on the study using SPSS statistical package. The study found access to savings schemes, managerial training and loan grace period to be statistically significant in determining the performance of SMEs. The study concluded that increasing provision levels of micro finance will result in increased performance of micro enterprises. 

Ikpefan (2010) examined the microfinance scheme towards dispersion of credits. He collected data as a result of field survey which were ultimately reported using tables, frequency counts and cross tabulations to draw inferences and a loan demand model was specified and estimated using the Ordinary Least Squares econometric technique. The study found that microfinance banks in Nigeria aim at the poor and people with basic or little education and loan demand is interest rate insensitive. He therefore recommended that MFIs should design appropriate products that are flexible enough to meet the different needs of the poor for both production and consumption. However he sensitized that government should urgently tackle the infrastructural gaps such as electricity, water and efficient transportation system which impact greatly on the standard of living of the people. 

Olomi (1999) reports that in the majority of African countries small business account for over a half of total wage employment as shown in the Table2.2. Moreover small businesses provide unbound opportunities for individual to pursue dreams of independence and financial successes (Kuehl & Lambing 1987). They also argue many urban and portion of rural population derive their income from small business activities. Small businesses also provide goods and services that because of their inferior quality and low cost thus are more suitable to the needs of majority low income earners hence helping to raise their standard of living. 













The ILO (1998) report of a “National workshop on Promoting Demand oriented Research in the area of Micro and Small and Enterprise Development in Kenya” realized that microfinance is no doubt making substantial impact on incomes and the welfare of the most disadvantaged groups. Poverty reduction estimates based on micro-credit shows that about 5% of program participants lift their families each year by participating in and borrowing from microfinance programs as Khandler (1998) once revealed on the work on fighting poverty with micro-credit”.

The paper by Greuning, Gallado and Randhawa (1998) singled out that Banks in developing countries typically serve no more than 20% of the population leaving the rest with little, if any, access to financial services. The unsaved majority as much as 60% of the economically active population depends in informal and semi-informal sources of finance. Most of the entities providing microfinance services are non-formal and semi-formal institutions not subject to prudential regulations, which apply to banks and other formal-sector institutions. 

2.4.3	Empirical Studies in Tanzania
Kessy & Urio (2006) researched on contribution of MFI on poverty reduction in Tanzania, the researchers covered four regions of Tanzania which are Dar es salaam, Zanzibar, Arusha and Mwanza. Both primary and secondary data were collected; primary data were collected from 352 MSE’s through questionnaires, interviews were also conducted. PRIDE (T) Ltd which is a microfinance institutions were used as a case study so as to get the insight of MFI operations. The study findings pointed out that to large extent MFI operations in Tanzania has brought positive changes in the standard of living of people who access their services, clients of MFI complained about high interest rate charged, the weekly meeting was pointed out as barrier as the time spent in weekly meeting could be used to other productive activities. The study recommended MFI to lower its interest rate, increase grace period and provide proper training to MSEs.

The study done by Madole (2013) also supports the above argument. The researcher  collected  data from 100 respondents. Simple random and purposive sampling techniques were used to arrive 80 customers as well as 20 Bank staff respectively. Moreover, data were collected using interviews, questionnaires, observation and documentary review. Data were analyzed using descriptive statistics (frequencies and percentages) using computer package called Statistical Package of Social Science (SPSS) 16 version. Results shows that credit obtained from NMB Bank in Morogoro, SMEs have been able to improve businesses in term of: increased business profit, increased employees, increased sales turnover, increased business diversification, increased business capital and assets as well as reduction of poverty among customers surveyed. 

Result also shows that collateral, age or experience of the SMEs owners, and, size of the firm influence the access of credit. The study concluded most of the small businesses depend on bank loan for business capital growth. Bank loan especially NMB loan plays a very crucial role to promote small business growth. Although some of the small businesses fail to repay bank loan due to various reasons such as grace period, moral hazard and high interest rate.

Financing of SME can stand to be very important strategy for poverty reduction and in particular as a tool to increase SMEs income especially in developing countries like Tanzania. Small businesses more ever are the lifeblood of developing countries economic development due to their ability to create jobs and raise income in the environment where formal employment opportunities are otherwise scarce. They are considered to be a vital resource not only for the contribution they make on poverty reduction and job creation but also represent a groundswell of entrepreneur endeavour and potential for new business development (Satta 2002). Sowmyano et al, (2011) postulated that in Tanzania, only six percent of the population has a bank account. The primary sources of microfinance services are Savings and Credit Cooperatives (SACCOs), The National Microfinance Bank (NMB), Cooperative and Rural Development Bank (CRDB), Akiba Commercial Bank (ACB). In addition there are few regional and rural banks engaged in deposit-based microfinance operations which lack branch network. 

Despite the contribution of small business sector on employment and country’s gross domestic product (GDP) this sector faces a number of problems one of these problems as outlined in the World Bank report (2011) is lack of finance for starting operation and possible expansion of these business. In Tanzania, for instance, out of 1.8 million enterprises in the informal sector only 0.4 %( 8000 enterprises) obtained their credit from formal sources as Mshana, (2005) observed in the article “PRIDE Tanzania: Experiences in Microfinance Activities”. Similarly, it is estimated that few than 10% of the people who operate SME’s in Kenya has access to financial services as Dondo, (1997) revealed in his article “Learning by Doing; “The Experience of Kenya Rural Enterprises Program (K- Rep) in microfinance”.

This serious lack of access to credit by micro entrepreneurs has become even more acute with the liberalization of banks and financial institutions. Providing appropriate financial services to low income micro entrepreneurs is important because such an intervention may well be the single most effective means to tackle poverty and create broad-based economic growth. This is because financial services give poor people the means to increase their assets, income, living standards and their roles in shaping the society.

Randhawa and Gallardo (2003) in their study revealed that Tanzania has a relatively new financial sector, which consists of 20 licensed banks and 11non bank financial institutions established after the implementation of reforms for the financial sector in 1991-92. The financial sector is also relatively shallow as most of the branches of these banks and financial institutions are concentrated in Dar es salaam, and their services are neither accessible for rural households and microenterprises nor for urban low income households.

Nchimbi (2004) conducted a study on assessment of the performance of credit schemes in promoting economic empowerment of SME’s owners in Arusha Municipality who were provided loans by the National Microfinance Bank (NMB). The study looked at performance, effectiveness and impact of micro financing program credit schemes on development along with contribution to economic empowerment for owners of small and medium business enterprises as a means to eradicate poverty. 

The study considered some indicators of the impact of microfinance interventions to include: ability to finance education, employment creation, and business growth, and food sufficiency, construction of house, household furniture/equipment, savings and standard of living. Findings based on interviews, questionnaires and observation confirm that 64% of the respondent used loans to expand their business activities as well as funding education for their children. 86% of loan beneficiaries have improved/ expanded their business ventures and 60% have improved household consumption in terms of food shelter, clothing, health services and their life standards.

Also number of impact assessment studies carried out on the activities of PRIDE Tanzania for the year 1997, 1998, 1999 and 2000 through qualitative and quantitative research approaches concluded that loans had improved the living standards of its clients through increased income generating activities, improved job opportunities and enhanced income whereby Tshs 9.0 billion was made available to them as credits reached a total of 62,500 poor people with 95% of these clients being women. Through PRIDE mobilization efforts and awareness, it has inculcated a culture of savings, which is also important in the social economic upgrading of the many households in Tanzania. There having grown from a petty trader to a small business enterprise owner after graduating at different loan cycles.

Some started from the scratch with very little capital and narrow scope of business undertaking but after acquired skills and competence on business selection, planning and management coupled with receipt of loans at various loan cycles, they have expanded their business, improved the quality of their products and service, captured new business opportunities and become more enterprising, signaling that the entrepreneurs are prospering.
Table 4.3: Summaries of Empirical Studies
Variable	Country	Methodology	Findings	Authors
Microfinance services	Tanzania	Case study design	To a large extent MFI operations in Tanzania have brought positive changes in the standard of living of people who access their services. However the study recommended MFI to lower its interest rate and increase grace period and provide proper training to MSEs.	Kessy and Urio (2006)
Access to loan	Tanzania	Case study	Results shows that credit obtained from NMB Bank in Morogoro have enabled SMEs to improve businesses in term of: increased business profit, employees, sales turnover and business diversification. Result also shows that collateral, age or experience of the SMEs owners, and, size of the firm influence the access of credit	Madole (2013)
Credit provided	Nigeria	Case study design	Duration of loan has positive impact on SMEs growth but not statistically significant. Also it showed that high interest rate, collateral security and frequency of loan repayment can cripple the expansion of SMEs in Nigeria	Olowe et al, (2013)
Saving, managerial training on loan utilization	Kenya	Explanatory	access to savings schemes, managerial training and loan grace period to be statistically significant in determining the performance of SMEs	Rotich et al, (2015)
Micro credit	Bangladesh	Exploratory design	While microcredit is successful in reaching the poor, it is less successful in reaching the vulnerable, especially the group most prone to destitution (the vulnerable poor). 	Amin et al (2003)
Micro finance services	China	Survey design	Positive impacts on the lives of the borrowers such as increased self satisfaction and economic security, fastest rise in poorer borrowers’ incomes, increased spending on education and health and fewer incidences of negative social behaviors. 	Nichols (2004)
Source: researcher, 2017
However URT (2003) stipulates the number of government policies which are in place with the aim of facilitating growth of the economy, which have a bearing on the development of the SME sector. These include; Gender and Women Development Policy, Cooperative Development Policy, National Energy Policy, the National Environmental Policy and Rural Development Strategy. Central of all these policies, is a creation of an enabling environment, building of a robust private sector and articulation of strategies that will create a sustainable growth. 

A number of institutions, both public and private were established to implement and coordinate various measures aimed at creating an enabling environment to enhance enterprise development. These include among others, maintaining macroeconomic stability; review of tax regime and simplification of licensing procedures. 

2.5	Research Gap




In his research on The Role of Microfinance in promoting Small and Medium Enterprises in Tanzania, Makorere (2014) cited World Bank (2001) when determining the key factors influencing small enterprises to become medium enterprise and hence large enterprises. His study observed that microfinance is number one factor. Microfinance is an important tool to promote business development. Development of small business is subjects to access and received adequate finance and lucrative markets. 

Furthermore, microfinance improves business working capital. In Tanzania, many of the small business enterprises have limited working capital; one of the functions of microfinance institutions to meltdown problem of working capital that small business face. However his study also points the fact that although the role of credit as a determinant for successful entrepreneurial activity may look obvious when using a partial analysis, the dynamics in the entrepreneurial processes makes this role less obvious. The analysis of an entrepreneurial activity shows that finance does not in itself create economic opportunities. Rather it is entrepreneurial people who see ways in which they can generate income from situations, skills or contact or other push factors. It is in this context that the role of credit should be seen.

Since 2003, there have been positive developments in Tanzania’s microfinance industry as numerous banks and financial institutions have provided increased funding either directly to beneficiaries or through intermediary institutions. Despite this progress, it is estimated that microfinance service providers have a combined outreach of approximately 500,000 clients, which is only about 5% of the estimated total demand ( MFtransparency, 2011). The role of SMEs in Tanzania is crucial. A good portion of Tanzanian national income comes from the MSE sector. In Tanzania, micro and small enterprises contribute more than 30% of the GDP (Wangwe and Semboja, 1997). The sector is significant in urban as well as in the rural areas, though most enterprises are located in towns and cities (Bagachwa, 1990). It is therefore important to ensure the sector is given priority by developing appropriate policies to ensure it operates smoothly.

2.6.2	Underlying Assumption
Underlying assumption for the model to work out all the dependent and independent variables should be able to coordinates each other for the model to work out. Microfinance loan should be available and procedure and condition fulfilled should be clearly stated so that SME should be able to access the loan that may lead to business expansion, employment creation, income generation and financial independence. By doing so the model will work out 

2.6.3	Relationships Among the Variables
All variables are expected to depend much on the procedure and conditions as well as the loan being provided from the microfinance institution (ECLOF). If such policy will be favorable to the variables available then this will be significant to the customer requirements. Otherwise  the policy will become an obstacles to customer (borrower).Therefore policy establishment for lending must consider in detail all the variable available before being used by the microfinance concern.
2.6.4	Description of Variables
Independent Variables: These include microfinance loan, training on utilization of loan and Saving;

Microfinance loan; Availability and accessibility of loans will facilitate SMEs to apply for loan for capital, expansion of business and meeting other necessary financial obligations. However loan size and duration of recovery should be favorable so as to meet the needs of such SMEs.

Training on utilization of loans; As majority of SME clients have little or no financial education, then training on how to utilize the loan and settlement of liabilities is of key importance. 

Savings: The Micro Finance Institutions should provide service of saving. Any surplus or profit obtained by SMEs may be saved for future use instead of being misused. Encouraging the habit of saving is crucial for prosperity of SMEs.

Dependent Variables: A dependent variable is a variable to be measured in the experiment or what is affected during the experiment. The change in dependent variable is due to change in independent variable(s). This includes net profit, business expansion, financial independence and employment creation. When microfinance institutions offer loans to SMEs basing on friendly or favorable conditions then SMEs will be attracted to apply for loans and vise versa will be true. These loans will ultimately generate profit, lead to business expansion, employment creation and financial independence. 









This chapter details the research operations the researcher undertakes and the way the researcher interprets the results of these operations in terms of the central problem. The main focus of this chapter is to present the research design, area of the study, population and size, data collection instruments, and how data is presented both qualitatively and quantitatively in order to meet the research objectives and the way data is analyzed to validate the research objectives. 

3.2	Research Philosophy 
Research philosophy can be defined as the development of research background, research knowledge and its nature (Saunders and Thornhill, 2007). The researcher used positivism and interpretivism philosophies in the course of undertaking this study. By using the positivism approach the researcher was interested to collect general information and data from a large sample rather than focusing on research details. The researcher therefore used the approach to measure impact of microfinance service variables on growth of growth of SMEs. Interpretivism approach was also used to study the sample of respondents in detail to understand the views of the population at large.

3.3	Research Strategies
A case study research design was be used, in which data was be collected once from sampled respondents (microfinance clients). It also allowed a lot of detail to be collected that would not normally be easily obtainable by other research designs. The data collected is normally a lot richer and of greater depth than can be found through other experimental designs. The case study research design can help challenging traditional theories and offer means of investigating complex social units consisting of multiple variables of potential importance in understanding the phenomenon. Simple random sampling was used to select respondent SMEs owner from sampling frames that were obtained from loan officers. Primary data was be collected using a structured questionnaire that comprised closed, tabular and open ended questions. Secondary data were collected to support primary data using document review instrument, reviewed journals, books, teaching manuals from internet and Open University library.

Data generated for the study were analyzed by using inferential analytical techniques. In this sense multiple regression analysis using the ordinary least square (OLS) was employed. SPSS statistical package will be used to analyze the data together with Microsoft excel.

Multiple Linear Regression Model; according to Greene (2003), The multiple linear regression model is used to study the relationship between a dependent variable and one or more independent variables. The generic form of the linear regression model is;

    
where  is the dependent or explained variable and 
 are the independent or explanatory variables. 
One’s theory will specify . This function is commonly called the population regression equation of   on  . In this setting,  is the regressand and  are the regressors or covariates. The underlying theory will specify the dependent and independent variables in the model.

For modeling purposes, it will often prove useful to think in terms of “autonomous variation.” One can conceive of movement of the independent variables outside the relationships defined by the model while movement of the dependent variable is considered in response to some independent or exogenous stimulus. The term ε is a random disturbance, so named because it “disturbs” an otherwise stable relationship. The disturbance arises for several reasons, primarily because we cannot hope to capture every influence on an economic variable in a model, no matter how elaborate. The net effect, which can be positive or negative, of these omitted factors is captured in the disturbance. Most significantly are errors of measurement such as the difficulty of obtaining reasonable measures of profits, interest rates, capital stocks, or, worse yet, flows of services from capital stocks is a recurrent theme in the empirical literature.

We assume that each observation in a sample      is generated by an underlying process described by;
        
The observed value of  is the sum of two parts, a deterministic part and the random part, . Our objective is to estimate the unknown parameters of the model, use the data to study the validity of the theoretical propositions, and perhaps use the model to predict the variable .

Assumptions of multiple linear regression model;
The model has several assumptions such as;
Assumption 1. Linearity: 
The model specifies a linear relationship between  and   

Assumption 2. Full rank: There is no exact linear relationship among any of the independent variables in the model. This assumption will be necessary for estimation of the parameters of the model.

 Assumption 3. Exogeneity of the independent variables: 
 This states that the expected value of the disturbance at observation  in the sample is not a function of the independent variables observed at any observation, including this one. This means that the independent variables will not carry useful information for prediction of  . 

Assumption 4. Homoscedasticity and nonautocorrelation: Each disturbance,  has the same finite variance,  and is uncorrelated with every other disturbance, . This assumption limits the generality of the model, and we will want to examine how to relax it in the chapters to follow.

Assumption 5. Exogenously generated data: The data in   may be any mixture of constants and random variables. The process generating the data operates outside the assumptions of the model that is, independently of the process that generates  . Note that this extends Assumption 3. Analysis is done conditionally on the observed X. 

Assumption 6. Normal distribution: The disturbances are normally distributed. Once again, this is a convenience that we will dispense with after some analysis of its implications.

Model specification
The research model used in this study is;
SME growth = f(Microfinance variables)
Whereby Microfinance variables = Loan disbursement, Savings and Training








		  = Intercepts

3.3.1	Survey Population
The study involved owners of enterprises only (not representatives) from Mbeya city regardless of their age or gender. It also involved staffs from ECLOF; this will be done so for the purpose of obtaining reliable data and views from both sides (microfinance institution and SME owners). The respondents will be identified by visiting ECLOF office and request for desired data.

In this study the population of the study will include 150 respondents whereby 56 SME owners were considered, and 15 ECLOF staffs. With regard to the sample size, the researcher will applied a simplified formula provided by Yamane (1967) as cited by Yilma Muluken to determine the minimum required sample size at 95% confidence level, degree of variability = 0.5 And level of precision (e) = 0.10

Where n is sample size, N is the total number of study population, 150
Where e is the level of precision
				
So the sample size used was 60 respondents. Kothari, 2004 has also expressed how to determine the sample size from each class of population, and was calculated as follows;
					
Whereby,
n (Sectors)	=	Sample size of SME owner
N (Sector)	=	Population of respondents for one sector level
n (All Sector)	=	Total sample size of two sectors
N (All Sectors) =	Population of respondents from all sectors
Sample size of SMEs’ owners will be calculated as follows,
	
Sample size of ECLOF employee will be calculated as follows,

                        
3.3.2	Unit of Inquiry
The study was carried out in Mbeya city in Mbeya region particularly at Sisimba and Mwanjelwa centers. The main reason for selection is that there are good number of SMEs and microfinance institutions. Also accessibility by the researcher was easy as he resides and works in the nearby location. This will enable him to collect data timely and at low cost.

3.4	Sampling Design and Procedures
Kothari (2004) defines a sample as a collection of some parts of the population on the basis of which judgment is made, small sample for convenient data collection and large enough to be a true representative of the population from which it has been selected. Sample size refers to a number of items to be selected from the universe to represent others. The study is expected to cover 54 SME owners and 6 staffs from ECLOF. It is necessary to choose a sample instead of the whole population so as to minimize cost and time. Also a sample chosen will be a representative of the whole population.

In the course of this study a cross sectional design was adopted as it takes place at a single point in time and doesn’t involve manipulation of variables. Also quantitative research design which is descriptive and analytical in nature was used to establish the impact of microfinance services on growth or SMEs. The study used random sampling technique to obtain sample from the population. The technique avoids biasness of selection of representative group as each member has equal chance of being selected.

3.5	Validity and Reliability
Validity and reliability of instruments refers to the quality that a procedure or instrument of research is accurate, correct, true, meaningful and right (Ishengoma, 2011). The validity and Reliability of instruments refers to the quality that a procedure or instruments (tool) of a research is accurate, correct, true, meaningfully and right(Ishengoma 2011). In this research validity was measured in terms of logical validity and construct validity. Logical validity refers to the extent to which a measure represents all facets of a given construct. It determines whether the survey covered a representative sample of traits to be measured.  Construct validity measures the degree to which a test measures what it claims or purports to be measuring. Factor analysis and correlational statistics can be used to test construct validity.

Reliability was established after collecting data from 20 items not included in the sample. SPSS was used to analyze the collected data to determine the Cronbach’s Alpha to know the reliability. Cronbach's alpha reliability coefficient normally ranges between 0 and 1. The closer the coefficient is to 1.0, the greater is the internal consistency of the items (variables) in the scale from the table 3.2 below Cronbach’s alpha value was 0.70 which indicates internal consistency of the items was normal as required also Cronbach's alpha coefficient increases either as the number of items (variables) increases, or as the average inter-item correlations increase.

Table 3.1: Reliability Test




3.6	Methods of Data Collection
In the course of study the researcher used both primary and secondary data. Primary methods used included questionnaire and interview. While secondary methods included documentation.

3.6.1	Questionnaires 
A questionnaire is a set of questions consists of pre determined answers, which are usually sent to selected respondents to answer at their own convenient time and being collected by the researcher in a specified time. Questionnaires were distributed to 56 owners of SMEs and 5 staffs of ECLOF. They will be is Kiswahili language as it is the one which is widely used by the respondents. 

3.6.2	Interviews 
The oral interview was conducted to ECLOF clients and non clients who occasionally generated a fear to fill questionnaires. These interviews were conducted with the aim of gathering further information which might not be covered in questionnaire. Both Structured and Unstructured Interviews were done in order to get clarification on issues that were not clear in the questionnaires responses.
3.6.3	Documentary Sources
This involved to review information from variety of sources including text books, previous research papers, journals, newspapers, magazine, government policies and programs, different reports both published and unpublished, international organizations programs relevant to the subject, constituted a significant source of information to this study. Such data supplemented primary data to find out what other direction have accomplished so far on Microfinance Industries.

3.7	Data Processing and Analysis





4.0 PRESENTATION OF FINDINGS 
4	
4.1	Chapter Overview
This chapter focuses on presentation and analysis of findings collected from respondents. The data collected from the field were based on three research objectives which were in line with the research questions the researcher aimed at answering. Findings are presented through charts, tables, and figures so as to be easily analyzed.  Data were processed using SPSS program and excel spread sheets.

4.2	Services Offered by ECLOF
Respondents were asked to identify the services offered by ECLOF that lead to growth of clients’ enterprises. Feedback is hereby presented.







All respondents agreed that ECLOF offers loan. It is the only service that has been agreed by all respondents indicating that it is a key product offered by this microfinance institution.







Source: Primary data 
Out of 56 respondents, 51 agreed that ECLOF has trained them on how to utilize the loans given to them. This is equivalent to 91.1 %. However four (4) respondents were indifferent. Only one respondent disagreed that training and seminars on loan utilization were conducted by ECLOF.









Source: Primary data 

Approximately seventy percent (69.6%) of respondents accepted saving to be among the services offered by ECLOF. About twenty seven percent (26.8) equivalents to 15 respondents were not sure if ECLOF provided such service. Two respondents completely disagreed that ECLOF has a savings facility. The findings contradict with Onyango ( 2011), who discovered that all respondents stored savings.

4.3	The Relationship between Microfinance Services Offered by ECLOF and Growth of SMEs
This part examines the relationship between microfinance services offered by ECLOF versus growth of client’s enterprises. It analyzes the impact of each independent variable (loans, training and savings) on growth of SMEs. Growth is hereby measured in terms of profit, business expansion, employment generation and diversification. 

Figure 4.1: ECLOF Loans Lead to Profit Increase
Source: Primary data

Almost ninety three percent (93%) of all respondents agreed that loans offered by ECLOF have positive impact on growth of SMEs. This finding is in line with the findings of Ghamfin (2006) who postulated that the provision of loans by MFIs have assisted customers to keep them going even in the most challenging periods. However, the percentage of both ‘not sure’ and ‘disagree’ stands at 3.6% each. From this position it can be established that, most SMEs face the challenge of access to capital and once they get loan facility the probability of increasing profit is so high.

Figure 4.2: ECLOF Loans Lead to Business Expansion
Source: Primary data
As seen from the figure above, a majority of respondents suggested that there businesses expanded in terms of capital. Forty two (42) respondents declared that there capitals have been expanding ever since they applied accessed loans. Twelve (12) respondents disagreed implying that there businesses have been shrinking instead of expanding. The main reason for the shrinking of the businesses was pointed out to be drawings. Respondents argued that due to family challenges such as insufficient food, diseases and the need to take their kids to school, led to failure to use loan for the purpose it was intended to. Two respondents argued that their businesses have neither been growing nor shrinking. They argued that whatever profit is obtained is being consumed instead of expanding their businesses.

Figure 4.3: ECLOF Loans Lead to Employment Generation
Source: primary data

35.7% of respondents agreed that the loans offered by ECLOF have enabled them to employ labor to assist them in production and managing their businesses. However a greater percentage (67.2%) disagreed with the fact that ECLOF loans have facilitated them to hire employees. This study is in line with Nahamya et al (2013) when researching on “The Impact of Microfinance Service Delivery on Growth of SMEs in Uganda”. The researcher found that 34% used part of loan from the MFIs operational cost by hiring additional units of labor to help in the running of SMEs. The fact that more than two third of respondents disagreed that loans facilitated them to hire employees was established to be the nature of SMEs hiring less due to capital constraints.









Source: Primary data 

About 60.7% disagreed business diversification was achieved as a result of accessing ECLOF loans. While 1.8% remained indifferent, about 17.9% agreed that they have been able to diversify their businesses after accessing loans from FINCA.

Table 4.5: Cross Tab of the Positive Impact in Business Due to ECLOF Loan against Option Level Percentage








The table above shows the summary of impact of ECLOF loans to business growth of SMEs. The table shows that access to loan results to increase in profits to a greater extent, which accounts for 92.8%, followed by expansion of business expansion which accounts for 75%. However loan has been found to have low impact on diversification and employment generation. 64.2% refused to the fact that they employed workers after obtaining loan, while 60.7% disagreed that they diversified their businesses after accessing loan.









Source: Field data 

Table 4.6 describes the impact of training and seminars on increase of profits. 75% responded positively that training and seminars conducted by ECLOF are of great importance to profit increase. Training included education on how to properly keep business records, how to separate personal expenditures from business expenditures, marketing their products, diversification and repayment of loan without affecting business capital. While 3.6% were not sure if training enabled them to generate more profit, 21.5 % completely disagreed with the fact. Some of those who disagreed declared that they don’t even know if their organization conducts training and seminars.

Figure 4.4: Training and Seminars Conducted by ECLOF Have Brought Positive Impact to Business Expansion
Source: Primary data

About half of respondents’ equivalent to 53.6% agreed that business expansion was facilitated by training and education. 7% were indifferent as they were not sure if training and education played any role to expansion of their businesses. These findings contradict somehow with the findings of Kihwele (2015) who found that about one third (equivalent to 32.5) of respondents agreed that SACCoS provide training to its members while the majority amounting to 67.5 disagreed with the fact. In general despite this variation it can be generally concluded that enough training isn’t provided by microfinance institutions to its clients.

Figure 4.5: Training and Seminars Have Positive Impact on Employment Generation
Source: Primary data
Respondents disagreed to a high percentage (76%) that training and seminars, have positive impact on employment generation. Only 17% agreed that it is through training and seminars they were convinced to employ manpower. 7% were not sure about the impact of training and seminars to employment generation. 











From the table above it can be seen, 26.8% of respondents accepted that training and seminars conducted by ECLOF have enabled them to diversify into other different types of businesses. 7.1% remained indifferent, while 66% disagreed implying that they just continued doing the same business even after acquiring skills through seminars and training conducted by ECLOF.

Figure 4.6: Impact of Training and Seminars Conducted by ECLOF on Growth of SMEs
Source: Primary data
From the Figure 4.6 it can be depicted that, out of four variables of growth namely profit increase, business expansion, employment generation and diversification, training and seminars are more significant to increasing profits of clients (having weight of 75%). This is followed by business expansion whereby 53.5% agreed that training and seminars played a key role in facilitating expansion of their businesses. However most respondents did not agree that training conducted by ECLOF had positive impact to employment generation and diversification. 75.9% claimed that training has not helped them to consider employing more labor, while 66% claimed training hasn’t enabled them to diversify.










From the table it can be seen that only 25% of respondents agreed that ECLOF saving service led to profit increase. While 17.9% were not sure if savings with ECLOF led to profit increase, 57.1% disagreed that savings lead to increased profit. The reason for such disagreement is partly because ECLOF hasn’t done enough to promote saving product. This can be seen in table 4.3 whereby only 69.6% of clients were aware of saving as among the products provided by ECLOF. However the other reason may be the one pointed out by Akisimire (2010) who found that MFI savings products to SME have encountered stiff competition at the market place with the entry of new commercial banks.
Figure 4.7: Savings Lead to Business Expansion
Source: Field data

From the Figure above only 32.1% agreed that saving product of ECLOF has resulted to business expansion, while 10.7% remained indifferent thus indicating lack of awareness of the importance of the product. A large percentage equivalent to 57.1% answered that the saving product of ECLOF hasn’t helped them to expand their business.

Figure 4.8: Savings Product has Led to Increased Employment
Source: Field data
Majority of respondents’ equivalent to 75% rejected to have increased employment level in their businesses as a result of saving product of ECLOF. 18% were not sure and thus remained indifferent while only 7% agreed that it is savings’ product of ECLOF which has helped them to employ more labor.











Only 14.3% of respondents agreed that it is saving product of ECLOF which has facilitated them to diversify their businesses. The other 14.3% remained indifferent while 71.4% responded not to have diversified their businesses due to ECLOF savings. 

Table 4.8: Cross Tab of Saving Product of ECLOF Loan against Option Level Percentage









From the cross tab above, it can be seen that saving has highest impact on business expansion (32.2%) than the other three dependent variables. The lowest impact is on employment generation amounting to 7.1% agreement. However out of three services provided by ECLOF namely; provision of loans, training and savings, it is savings which has low performance compared to the other two. This can be seen whereby level of impact of savings on growth of clients’ enterprises has been highly rejected by respondents. The level of disagreement has is 53.1%, 55.1%, 75% and 71.4% for profit increase, business expansion, employment generation and business diversification respectively.


Figure 4.9: Amount of Profit Increase after Accessing ECLOF Loan
Source: Field data

From the figure above, respondents argued differently on the level of profit increase after accessing ECLOF loan. 32% responded that their profit was more than 3,000,000 after accessing loan. 36% responded that they generated profits at an average ranging between Tshs 1,000,000 and 3,000,000. 18% generated profits ranging between 500,000 and 1,000,000, 11% obtained profits ranging between Tshs 100,000 – 500,000 while only 2.3% declared to have obtained profits ranging between Tshs 0 – 100,000. None responded to have obtained loss.

Figure 4.10: Goals of Accessing ECLOF Loan
Source: Field data

Respondents had various goals of accessing ECLOF loans. However it was established that the main goal of accessing ECLOF loans was to become self –employed (which scored 100%), followed by to improve standard of living which scored 96.5%, followed by working long hours so as to improve income (scoring 92.8%), followed by acquiring new skills (scoring 71.4%) while other goals scored 32.2%.

4.4	The Challenges Facing SMEs in Accessing ECLOF Financial Services
This part is dedicated to analyze the challenges that SMEs face when accessing financial services provided by ECLOF. The challenges analyzed include easiness of accessing loan, repayment period, interest rate charged, requirement of having a collateral security and lack of skills.

Figure 4.11: The Process of Applying Loan is Tedious, Boring and Complicated
Source: Field data

Generally 78% of respondents agreed that the process of applying loan is tedious and boring. Some respondents pointed out the requirement to get the loan application form endorsed by Village Executive Secretary was causing unnecessary bureaucracy. Majority claimed they had to offer corruption to such government officials to get their forms endorsed. Also they were charged a number of other statutory contributions which do not relate with their businesses so as to get their forms endorsed. 

Figure 4.12: ECLOF Provides Adequate Time to Repay the Loan
Source: Field data
From the figure above 89.3% agreed that time provided by ECLOF to repay the loan is fair and adequate, while 10.7% disagreed. As Olowe (2013) pointed out that loan duration has positive impact on SMEs growth, it can therefore be found that ECLOF has achieved to address this challenge to a great extent.










76.8% of respondents accepted that interest rate charged by ECLOF is fair and thus can be easily paid, 7.1% were indifferent while 16.1% disagreed with the fact. These findings contradict with the study of Olowe (2013) who recommended that high interests can cripple the expansion of SMEs in Nigeria. Similar recommendations were made by Nahamya (2013) who pointed out that interest rate charged on the loan was a constraining factor on access to microfinance services. His study emphasized that high interest rates and short maturity periods constitute a very serious problem in the provision of adequate financial services to SMEs.









From all respondents 46.1% agreed that requirement of collateral security hinders access to loan while 53.9% disagreed to have been affected by collateral security to access loan.  The study differs from the findings of Bunkedeko (2011) who established that 71.7% agreed that collateral security requirement reduced borrowing compared to 46.1% established in this study. He also established that 15% opinioned requirement of collateral security wasn’t a hindrance to their access to loan, compared to 53.9% established in this study. 










The findings as presented in Table 4.12 indicated that 85.7% of respondents agreed that lack of business skills, business management and writing of business plan affects accessing loans. 10.7% of respondents were not sure while only 3.6% responded that the requirement of such skills does not affect their position of accessing loan.

4.5	Testing the Assumptions of Multi Linear Regression Model
4.5.1	Testing Multi-Collinearity of Independent Variables
In order to run the multi linear regression, the researcher determined how the predictor variables namely; loan, training and savings are correlated. Therefore Variance Inflation Factor (VIF) and tolerance level were used to determine if the model faces multi collinearity problem as shown in the table 4.13.

Table 4.12: Multi Collinearity Between Independent Variables







The data show that there is no collinearity problem since all values of Variance Inflating Factors are less than 5. Also all tolerance levels are greater than 0.1 indicating same results.

4.5.2	Testing the Linearity Assumption
Standard multiple regression can only accurately estimate the relationship between independent and dependent variables if the relationships are linear in nature. Pearson’s correlation was used to determine the relationship between independent and dependent variables.
Table 4.13: Correlation Matrix between Variables to Determine their Linearity
	SME growth (profit)	Loans	Savings	Training









From the Table above, it was established that there exist high positive correlation between loan offered by ECLOF and SME growth, measuring +0.949.  Also the linear relationship between SME growth versus Savings and SME growth versus Traning scored the equal strength of +0.628. In this sense the linearity assumption is in line with the model.

4.5.3	Test of Autocorrelation Assumption
Table 4.14: Results of autocorrelation test












Therefore the estimated model is;
			

4.6	Microfinance Services on Growth of Client Enterprises




5.0 DISCUSSION OF FINDINGS/RESULTS
5	
5.1	Chapter Overview
This chapter aims at discussing the findings obtained from the field. Such findings aim at addressing the objectives and questions governing this research study.

5.2	Services Offered by ECLOF That Lead to Growth of Client’s Enterprises
The first objective aimed at identifying the services offered by ECLOF that lead to growth of clients’ enterprises. It was established that service offered by ECLOF included provision of loans, training and seminars and savings. However the degree of acceptance was varying from one service to another. All respondents (100%) strongly agreed that provision of loan is a service offered by ECLOF that leads to growth of enterprises. For training and seminars, 50% strongly agreed, while 41.1% just agreed, 7.9% were neutral indicating that they don’t know whether the microfinance provides such service or not while 1.8% disagreed with existence of such service. The third service was saving, about half (51.8%) of respondents strongly agreed that the microfinance saving product was essential for growth of clients enterprises while 17.9% fairly agreed with the fact. However about a quarter of all respondents were indifferent with the question, they neither supported nor opposed.

5.3	The Relationship Between Microfinance Services Offered and SME Growth
The second objective aimed at determining the relationship between microfinance services offered by ECLOF and SME growth. The independent variables were loan, saving and training. The dependent variable was business growth which was to be measured in terms of profit increase, business expansion, employment generation and diversification.

5.3.1	The Impact of Loan on Business Growth
93% of respondents accepted that provision of loans had positive impact on growth of enterprises.  3.6% of respondents weren’t sure and 3.6% responded negatively. In this sense it appears that provision of loans by microfinances play a great role in increase in profits. The finding is in line with what Ghamfin (2006) who postulated the provision of loans by MFIs have assisted customers to keep them going even in the most challenging times. However 42 respondents equivalent to 75% declared that their businesses have expanded in terms of capital while 12 respondents declared access to loans have not ultimately led to increase in capital. Generally such findings are in line with the findings of Christopher (2010) who pointed out that there is a positive and significant relationship between MFIs loans and SMEs performance. 

The same findings were established by Kihwele (2015) whose respondents commented that loans have contributed to increased income, improved social services as well as generation of self-employment. However it was found that micro finance loans have low impact on employment generation. Only 35.7% agreed to have employed additional labor after accessing loan compared to the majority of 64.3% who responded negatively. This signifies that despite SME sector contributing to over 70% of total employment in low income countries (OECD, 2004); still loans have little to do with generation of such employments.  Findings also show that SMEs do not consider diversification as among the major objective of taking loan as it was established that about 60.7% of respondents rejected to have diversified their businesses after accessing loan. Only 17.9% accepted that they have achieved to diversify their businesses as a result of loan access.

5.3.2	The Impact of Training/Seminar on Business Growth
75% of respondents agreed that training and seminars had positive impact on increase in profits of their businesses as opposed to 21.5% who disagreed, while the rest remained indifferent. Though in Table 4.2 about 91% of respondents accepted that training and seminars on utilization of loans were necessary for growth of enterprises, only 75% benefited from such training, thus attracting more focus on the need to improve training by the microfinance institution. This can also be seen when respondents were asked if training helped them to acquire knowledge on how to expand their business. Only 53.6% accepted while 39.4% rejected. This signifies there is a gap to be filled in training offered by ECLOF. 76% disagreed that knowledge acquired in training and seminars conducted by ECLOF helped them to generate employment while only 17% accepted to have employed due to knowledge acquired during training sessions conducted by the microfinance. Neither did training lead to positive impact on business diversification, simply because about 66% rejected to have acquired knowledge to diversify their businesses.

5.3.3	The Impact of Saving on Business Growth
It was established that only 25% of respondents agreed that savings lead to increase in business profits, 32.1% agreed that savings lead to business expansion, 7% agreed that savings have enabled them to employ more labor and 14.3% accepted that saving product enabled them to diversify their businesses. It can therefore be generalized that the saving service offered by ECLOF is performing very poor. Its efficiency is less than one third for every category of business growth. Onyango (2011) tries to address the problem by suggesting that microfinance institutions should increase the number of savings accounts held by SMEs. 

The researcher points out that one of the reasons as to why microfinance perform poor on saving product when he revealed that personal saving is mostly used by SMEs owner to start business. This means that clients prefer personal saving compared to saving with microfinance institutions. However the role of saving with microfinance should not be underrated as Nahamya (2013) emphasizes that, through increased access to savings accounts and other financial services, the poor can build financial security, manage risks against adverse shocks and even invest in new business opportunities. Such emphasis is also supported by Kisaka and Mwewa (2014) who recommended that micro savings have several implications ranging from improving the cash constraints of the SMEs to increase of their solvency and liquidity hence the observed high survival rates among the SMEs.

5.4	Challenges Facing SMEs in Accessing ECLOF Financial Services
The third objective aimed at determining the challenges facing ECLOF in accessing the financial services. Challenges established included easiness of accessing the loan, repayment period, interest rate, requirement of having collateral security and lack of business skills. Generally 78% of respondents agreed that the process of applying loan is tedious and boring. Some respondents pointed out the requirement to get the loan application form endorsed by Village Executive Secretary was causing unnecessary bureaucracy. Majority claimed they had to offer corruption to such government officials to get their forms endorsed. 18% of respondents claimed the process were easy and manageable. Compared to the findings of Chowdhury et al (2013), the researcher when studying on ‘problems and prospects of SME financing in Bangladesh’ he established that 30% of respondents had mentioned the long and tedious paperwork required for processing of loans as a major obstacle of accessing microfinance loans. On another hand a fairly large number of respondents equivalent to 89.3% accepted that the loan repayment period was fair. Only 10.7% disagreed. This finding is contrary to findings of Ackah and Vuvor (2011) who pointed that short repayment period made it difficult for SMEs to embark on any developmental or expansion projects.

For the case of interest rates charged by ECLOF, about 76.8% agreed that the rate was fair, while 16.1% disagreed that the rate was not fair and 7.1% remained indifferent. Such findings are in line with Kibet,et al (2015) when establishing why the enterprises obtained loans from MFIs. The researcher found that 56.6% of the respondents indicated that their enterprises were seeking financial assistance from the MFIs due to low interest rates. However such results were contradicting with those of Nahamya (2013) who postulated that high interest rate and short maturity periods constitute a very serious problem in the provision of adequate financial services to SMEs.














6.0 CONCLUSION AND RECOMMENDATIONS
6	
6.1	Chapter overview
This chapter presents summary, conclusion and policy recommendations based on findings of the study and includes areas for further research. 

6.2	Summary
The main objective of this study was to examine “The role of Microfinance Institutions on growth of Small and Medium Enterprises”. The study had three specific objectives which were; to identify services offered by ECLOF that lead to growth of clients enterprises; to examine the relationship between microfinance services offered by ECLOF and growth of SMEs and; to assess the challenges facing SMEs in accessing ECLOF financial services. Such research objectives were in line with the following research questions; which services are provided by ECLOF that focuses on ensuring growth of clients’ enterprises?; to what extent do SMEs benefit from financial services offered by ECLOF and; what challenges do SMEs face in accessing loan from ECLOF. All research objectives were met as discussed and analyzed in the preceding chapters.

6.3	Conclusion
It is obvious that one cannot explain the successes of SME sector without appreciating the role played by microfinance institutions. This is because despite the challenges facing the two, they remain inseparable and continue to be dependent to each other. Both financial and non-financial services offered by MFIs are important tools to ensure prosperity of SMEs which are playing a strategic role in economic growth. However, from the study it has been determined that the major services provided by microfinance institution are provision of loans, training and savings. All respondents agreed that they access loans from the microfinance institution, 91.1% recognized that the microfinance institution provides training while 69.6% were aware of the saving product of the microfinance.

The study established that the provision of loan has great impact on business growth especially profit increase which has been supported by 93% of respondents. Training and savings have been determined to be very important, though they have not been well utilized by both SMEs and microfinance institution. Majority of respondents recognized the need to have entrepreneurship skills despite recommending that training and seminars were not catering their ambitions of expansion of capital, employment and diversification.  Atleast 68% of respondents disagreed with the role played by savings in increasing business profits, business expansion, employment generation and diversification. Among the three services offered by FINCA, saving is the least known. Among the constraints of accessing financial services included the requirement for loan application forms to be endorsed by village government. This requirement leads to unnecessary bureaucracies and corruption loophole. 

6.4	Policy Recommendations
From findings of the study several recommendations have been suggested as listed below; it was established that microfinances put much effort is provision of loans and little weight has been put on training and savings. It should be noted that emphasis on training will have a direct effect on proper utilization and repayment of loan on one hand, and encourage savings on the other hand. Also emphasis on savings will ultimately lead to business expansion thus easiness of applying for more loans and stress-free repayment.

Though the study was limited in Mbeya city, some of the beneficiaries came from far away to come and access loans. This implies there is much demand compared to the outreach of MFIs. It is therefore an area of improvement for both the MFIs and government to ensure access to loan is made easy so as to ensure prosperity of SMEs which are key drivers to economic growth.
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QUESTIONNAIRE FOR THE BENEFICIARIES OF ECLOF FINANCIAL SERVICES
Dear Respondent, This questionnaire aims to collect data for partial fulfillment of the requirements for the award of Master Degree of Business Administration MBA) awarded by the Open University of Tanzania. The researcher intends to assess the role of microfinance institutions on the growth of small and medium enterprises using Mbeya city as a case study. Therefore the researcher declares that, this research is for academic purpose only. You are kindly invited to complete this questionnaire as directed for a purpose of facilitating the study. Information from this document will be confidential and in no way will it be communicated to any person. Thank you in advance. PLEASE NOTE: Your name should not appear anywhere in this document. 
Part I: Services offered by ECLOF that lead to growth of SME
1.	 The financial services offered by ECLOF that are necessary for SME growth include the following:- (in each area tick only one item among the items ranked 1,2,3,4 and 5).
	Strongly agree	agree	Not sure	disagree	Strongly disagree
	1	2	3	4	5
Provision of loans					
Training /seminars on utilization of loan					
Saving					

Part II: Relationship between financial services offered and growth of SMEs
2.	ECLOF loan have brought positive impact on growth of your business in terms of profit increase, business expansion, employment generation and diversification. (Put a tick in only one item ranked in numbers 1,2,3,4,5).







3.	Training, seminars and education conducted by ECLOF have brought positive impact on growth of your business in terms of profit increase, business expansion, employment generation and diversification.(Put a tick in only one item ranked in numbers 1,2,3,4,5).







4	The saving product of ECLOF has helped you to increase business profits, business expansion, employment generation and diversification.(Put a tick in only one item ranked in numbers 1,2,3,4,5)






Requirement to submit business plan					

5.	Since accessing loan from ECLOF the profits of your enterprise have increased by the following amount. ( for every items in a row, put only one tick labeled 1,2,3,4, and 5)








6.	The goal of accessing ECLOF loan includes the following; (for every items in a row, put only one tick labeled 1,2,3,4, and 5)
Goal Orientation 	Strongly agree	agree	Not sure	disagree	Strongly disagree
	1	2	3	4	5
I want to use micro finances to improve my standards of living					
I want to make an effort to acquire new business skills					
I want to improve the education condition by undertaking business activities					
I want to work for long hours to improve my income					
I want to become self employed by undertaking business activities					
Others if any (Mention)					
Part III: Challenges facing SMEs in accessing financial services


































Part IV: Multiple regression model questions
12.	How much profit have you obtained since accessing ECLOF financial services?








13.	Basing on your answer to question 12 above, in your opinion how much profit did you obtain as a result of obtaining loan from ECLOF?
Answer	Tshs …………………….
14.	Basing on your answer to question 12 above, in your opinion how much profit did you obtain as a result of saving with ECLOF?
Answer	Tshs …………………….














Training on utilization of loan

Saving

Dependent variables
SME Growth
	Increase in profits
	Business expansion
	Employment generation
	Diversification



Moderating Variables
	Central bank
	Microfinance policy
	SME policy
	Tax laws
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